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The Michigan Memorial-Phoenix Project is 
an important program of ... 


The University and Research 
in a Dynamic Society 





ECENTLY the University of Michigan 

announced that it would undertake one of 

the broadest, most ambitious programs of re- 

search ever conceived. Under the name Michi- 

gan Memorial-Phoenix Project, it proposes to 

establish a center for the investigation of the 
special problems of the atomic age. 

The Memorial-Phoenix Project will offer the 
University an opportunity to mobilize its re- 
search resources in many fields of scholarly 
interest and correlate them in terms of a great 
central purpose. Doctors, lawyers, engineers, 
physicists, chemists, economists, sociologists, 
psychologists, and men in the humanistic fields 
will be searching for ways and means by which 
the atomic age can be made an age of peace 
and prosperity, an age of health and happi- 
ness, an age of insight and understanding. 
The relationship of research to these objec- 
tives is becoming ever more apparent. Its re- 
lationship to the spirit of free enterprise in 
the vast arena of business is deserving of 
special attention. 


Faith in the Future 


| We are living in a dynamic society. Nor 
j is this dynamic quality to be attributed 
} merely to the tempo of the times in which we 
| live. This is not the cause; it is the effect. It 
) is not to be found in the multitude of mater- 
} ial things which surround us on every side as 


|} accouterments of life. These are manifesta- 


} tions of something much more fundamental 
} in the makeup of our life. Wherein, then, lies 
this quality? It is imbedded in the minds of 
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our people, and it reveals itself in the way in 
which they observe the present and turn their 
eyes ever toward the future. 

They have an inexhaustible faith that, on 
each of a thousand fronts in our human ex- 
perience, there is something new and better, 
now just beyond but soon to be within our 
reach. Therefore, there is a compelling urge 
to push back the screens and find out what 
lies in store that may be useful. This is more 
true today than at any other time in human 
history. It is the mark of a dynamic society, 
and it springs from our faith that progress is 
inevitable, and from our impatience with any- 
thing less than what may be possible. It is in 
this dynamic faith and in man’s insatiable 
curiosity regarding the unknown that the 
processes of research have their vital roots. It 
is to research and the fruits of research that 
we turn for new materials with which to 
fashion the experiences of contemporary life. 
They represent an important yardstick by 
which we measure our progress. 


Research and Industrial Progress 


There is no field of human endeavor in 
which the beneficial results of pure scientific 
research have been more clearly exemplified 
than in the realm of industry. On every side 
and every day we see evidences of the fact 
that new knowledge has been translated into 
the form and substance of usable things. With 
better understandings of the properties of 
matter, we have devised new uses for the 
gifts of nature. We have enlarged the inven- 








tory of basic materials by discovering the 
effects of combination. With new revelations 
of physical force, we have been provided with 
new packages of power. With new knowledge 
regarding a multitude of things, we have en- 
larged the ranges of human interest and 
multiplied the satisfactions of human desire. 

All of this is more than a commentary on 
the venturesome faith of industry under free 
enterprise. It is an indication of the essential 
requisite of an expanding economy. If we are 
to look forward to an expanding economy 
under free enterprise, we must be fully aware 
of the conditions under which it will be 
realized. We are no longer living in an econ- 
omic order in which the geographical frontier 
offers opportunity for continuous expansion. 
The possibility of an ever-expanding economy, 
in which all modern business must be vitally 
interested, is dependent upon the initiative 
and imagination with which we cross the vast 
frontiers of scientific knowledege. 

Our economic potential cannot be depend- 
ent alone upon the production and distribu- 
tion of larger quantities of the things we know 
about and now produce. Over and beyond 
that, we must find new goods and services for 
the use of our people. And this involves new 
interests, new tastes, and new desires. The 
key to all of this is new knowledge, new 
knowledge which develops new interests, new 
knowledge which cultivates new tastes, new 
knowledge which creates new desires. Of equal 
importance, of course, is new knowledge re- 
garding new ways to produce new goods and 
services to meet these new expectations. New 
knowledge is the product of research. 


The Universities and Research 


Because of their achievements and potential 
achievements in research, universities have 
been described as “our first line of defense.” 
They also occupy key positions of importance 
as we engage in the pursuits of peace. Mod- 
ern scientific research now requires organiza- 
tions of personnel and facilities which are 
often beyond the economic reach of the pri- 
vate industrial enterprise. It often requires 
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elaborate, highly specialized, and costly sci- 
entific equipment. The cyclotron and the bet- 
atron are good examples. It also requires a 
congregation of highly specialized scientists. 

Moreover, modern research very often in- 
volves problems which cross the traditional 
boundary lines of specific scientific fields. They 
are not associated exclusively with the ap- 
proaches of engineering, physics, chemistry, or 
biology and with the particular scientific meth- 
od which each employs. These problems emerge 
out of need for new knowledge, and they can- 
not be subjected easily to categorical identi- 
fication. Procedure with research for the solu- 
tion of such problems often requires teams of 
scientific personnel representing a number of 
different fields and bringing to bear upon the 
problem at hand the diverse resources which 
they can provide. In many cases, individual 
industrial enterprises interested in research of 
this kind are not in a position to assemble the 
teams of specialized investigators already 
present in a university community. This fo- 
cuses attention on the importance of the 
Phoenix Project and its prospects of signifi- 
cant achievement. 


Prospecting for Profit 


However, if a university is to undertake 
great programs of research for the benefit of 
the society which it serves, it must have help 
in carrying the cost. It receives some help 
from educational foundations, from govern- 
ment agencies, and from the state itself—all 
representatives of the public interest. But, in 
a free economy in which there is still high 
faith in the genius of private initiative, may 
it not naturally expect support for funda- 
mental research from the business com- 
munity? 

Private business enterprises operating with- 
in a free economy are among the primary 
beneficiaries of the research which is a dis- 
tinctive function of a great university. When 
such research is carried on under the auspices 
of an institution of learning, with funds at its 
disposal, the results are made available to 
society as a whole for use by one and all who 
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can devote them to special use. This is free 
enterprise in one of its most significant mani- 
festations. 

It is fitting and appropriate, therefore, that 
private business enterprises contribute to the 
support of such activities not merely as evi- 


Government regulation, taxation, and 








and enterprise essential to progress 


E must be both strong and sagacious in 

our internal affairs if we are to lead in 
maintaining peace on this earth, or secure our 
liberties from foes both without and within. 

Our national resources, though great, are 
far from inexhaustible. Certainly they are not 
sufficient to make everyone as rich in worldly 
goods as we should like, either at home or 
abroad, in the span of our lifetime. A saner 
course would be to keep in mind that our 
existence and ability to do anything at all will 
be dependent on the wisdom with which we 
apportion our efforts among the many things 
there are to do. 

The demands for all the good things of life 
are so huge, so formidable, that only the 
greatest efficiency in the conduct of our na- 
tional, local, and private affairs will satisfy 
them. Too great an insistence on too much, 
too soon, will destroy the substance * hich 
will make that possible. 

It seems clear that maximum results will 
be secured if our maximum liberties are pre- 
served, if maximum incentive is offered for 
initiative and enterprise, if issues are decided 
on their merits and not on the hue and cry of 
selfish interests, and if our economic system 
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industrial disputes threaten the initiative 


dences of philanthropic approval but as an 
expression of private corporate interest in the 
continuing processes of scientific investigation 
and in the sum total of its results. In a very 
real economic sense this is prospecting for 
profit. 


Years of Decision 
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is freed in theory and in fact of class struggle 


and internecine warfare. Enough of the fruits 
of our productive effort must be left to the 
producers so that they may use it to éxpand 
and further enlarge the instruments of pro- 
duction to provide us with more and more 
of the benefits of civilization. Today one 
hesitates to undertake almost any kind of 
enterprise without legal opinion for fear that 
he may innocently transgress some rule or 
regulation which may not only subject him 
to financial penalties but also to criminal 
action. 


Scope of Government Regulation 


In our own businesses, when the rules and 
regulations for their operation become too 
complicated and oppressive, they are subject 
to a general overhauling. Why is it not possible 
to overhaul the whole mass of governmental 
regulations to which we are now subjected, 
and to limit the number of agencies which not 
only issue them by the ream every day, but 
change the rules so often that even the most 
diligent and astute can hardly keep track of 
them? 

One used to hear a great deal about the 
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regulations in the military service and how 
calamitous was the regimentation. As an old 
soldier, let me assure you that if the army is 
regimented, private business is in a strait- 
jacket. More and more, government has 
usurped the decisions which formerly were 
made by individuals and regulated by econ- 
omic laws. 

It is, of course, inevitable that as our popu- 
lation increases, and as our society becomes 
more complex, more regulation is required 
than was necessary for a simple agricultural 
civilization. On the other hand, there has 
been a constant and an increasing tendency on 
the part of the government to decide what is 
good and what is bad for all of us. Govern- 
ment decides how big is too big. Government 
decides what is and what is not restraint of 
trade for business, but very carefully avoids 
deciding what is or is not restraint of trade 
when applied to labor unions and other politi- 
cal blocs. 

We are faced with a decision as to whether 
we shall continue to permit our government 
to put us in a straitjacket, to decide what is 
good and what is not good for us, and to en- 
croach gradually on our liberties until we 
finally arrive at a dictatorship such as now 
exists in Russia. 

Do not think for a moment that the use of 
this power by government is only sought by 
bureaucrats, or by those who would travel the 
last mile to socialism. When Averell Harriman 
was Secretary of Commerce, he told me that 
I would be amazed at the number of so-called 
rugged industrialists, business leaders, who 
trooped to him to try to get the Department 
of Commerce to use its influence in their be- 
half against their competitors. If we, as busi- 
nessmen, believe in reasonable liberty of 
action for management, we must not ourselves 
seek in private the things we decry in public. 


Incentives and Enterprise 


From the beginning of our republic, efforts 
were made to furnish an incentive. for initia- 
tive and enterprise by providng some reward 
commensurate with the. contributions or 
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efforts made by the individual. In more re- 
cent years, high taxes have limited the incen- 
tive offered for achievement. This leveling, 
which has been carried to an extreme in Eng- 
land, destroys the will to work and throttles 
enterprise. 

Not only are the direct efforts of a man’s 
labor diverted into the government in ever 
larger amounts, making it increasingly diffi- 
cult for him to accumulate any savings, but 
also any income he may derive from those 
savings is taxed not only once, but twice, if 
he has invested in any corporate stocks. The 
more successful a man may be, the greater his 
achievement, the more he is penalized for his 
sagacity and energy. 

The shortest road to socialism lies in this 
leveling process through taxation. With the 
loss of initiative and enterprise, our whole 
productive machinery, on which we depend 
for the strength not only to protect our exis- 
tence but to provide our people with the good 
things of life, will be weakened and destroyed. 


Profits and Progress 


In connection with the taxation system, 
there has been fostered an attitude that pro- 
fits are in some way iniquitous. This is fuzzy 
thinking, and it is up to those of us in busi- 
ness and in industry to report the facts faith- 
fully and truthfully so that the public may 
better understand how our business system 
works, the benefits which accrue from it, and 
thus our citizens may be enabled to make 
their decisions intelligently. 

People must realize that business and in- 
dustry must make reasonable profits because 
our entire economy depends on them. At the 
same time we must see that there is a fair and 
equitable division of the profits to the stock- 
holders, to the employees, to reasonable sup- 
port of our government through taxes, and to 
the upbuilding and growth of industry and 
business through expansion, modernization, 
and improvement. 

Once too much is diverted to government, 
and we have practically reached that point, 
we: begin to destroy the very agency which 
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provides the means for government to work 
in the common good. We cannot stress the 
need for development too much, because un- 
less we advance in our methods and in our 
production, we will slide backward. 

One only has to look at Great Britain to 
realize what might happen here. It is true 
that there are many other causes which have 
contributed to the decline in the effectiveness 
of British industry, but certainly taxation is 
one of the major factors which deter that 
nation’s industry from competing successfully 
in world trade. 

We must not let our factories get in such a 
position. Expenditure of profits to keep them 
modern is in the best interest of our workers, 
our stockholders, and the over-all security of 
our nation. Our victory in the last war un- 
questionably can be traced to the overwhelm- 
ing superiority, both in number and quality, 
of our weapons and accoutrements. To weaken 
the very machine which made victory possible 
is nothing short of suicide. Certainly it must 
reach the greatest productivity if we are to 
win World War III, if end when it comes. 
Certain it is, too, that to weaken this machine 
is to lower the standard of living not for one 
group or class, but for everyone. 


Need for Industrial Peace 


Another deterrent to maximum productiv- 
ity, and this means maximum strength and 
happiness, is the lack of industrial peace 
which has plagued the country for so many 
years. The evil effects of industrial strife lie 
not only in the terrific economic waste, the 
misery and suffering caused to the workers 
because of the loss of earnings and the uncer- 
tainties in their own situation, but in the ill 
will and bad feelings engendered by such 
strife. 

A further evil effect of the present system 
lies in the power which often resides in a 
single individual not only arbitrarily to cause 
untold loss and suffering to those in the or- 
ganization he directs and to their employers, 
but to thousands of other workers who have 
no dispute with their own companies, yet who 
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are dependent upon the materials provided by 
the first group for their livelihood. This does 
not seem to make any sense at all. 

It does seem that men of good will can 
devise a sensible and workable method of 
apportioning the benefits of their joint efforts 
and of settling disputes to avert costly and 
sometimes bloody, and always injurious 
strikes. 

We must foster the spirit of industry and 
labor working together for each other’s wel- 
fare, as well as each for his own wel- 
fare. Recognizing that security and provision 
for old age are desirable social goals, let us 
not sacrifice opportunity and achievement for 
mediocrity and security without freedom. We 
must make our decisions as to whether we 
intend to make a positive approach to these 
issues, or to leave them to be decided by 
selfish interests on the basis of having dis- 


- torted the facts and clamored more loudly 


than have those with the interests of all the 
people at heart. The essence of the matter is 
whether we are to continue to work for secur- 
ity, or just vote for it. 

Our national existence and what we like to 
term our American way of life are in the bal- 
ance. We will need our full strength to sur- 
vive the ordeal and give us victory. Yes, truly 
these are years of decision. 

We must face them with both courage and 
wisdom if free religion, free government, and 
free enterprise are not to be lost to our 
country. 





WHERE THE OLD FOLKS LIVE 


The top states in the percentage of 
people over sixty-five are grouped in New 
England, with Vermont leading at 10 per 
cent, New Hampshire at 9.9 per cent, 
Maine at 9.3 per cent, and Massachusetts 
at 9.1 per cent. A solid block of mid- 
western prairie states follows, with Iowa 
at 9.9 per cent, Missouri at 9.8 per cent, 
Nebraska at 9.4 per cent, and Kansas at 
9.1 per cent. 























The functions of a“ policy-contributing” business 
economist and his place in a firm’s organization and operation 


The Role of an Economist 
in Private Industry 





RIOR to World War II the economist in 

private industry was a somewhat rare bird 
—‘rare” in the sense of there not being many 
others like him. During recent years, however, 
there has been a considerable influx of 
economists into industry, stemming in part 
from the contacts that businessmen had with 
economists in government during the war 
years. Whether or not businessmen agreed 
with the economist’s approach to such matters 
as price control, resource allocation, or post- 
war planning, they evidently felt that in the 
proper environment he could be of value to 
them. In many cases neither the businessman 
nor the economist had a very clear idea as to 
what the economist could or should do. The 
fact that a company hired an economist was 
not a definite indication that management 
was 100 per cent sold on the idea. The econo- 
mist had to prove that he could earn his keep 
before the excess profits tax was removed. 

The comments made here on the role of an 
economist in private industry are based upon 
the experience of one who, until a short while 
ago, fitted too neatly into the above described 
situation. 

An understanding of the part that an 
economist should play in private industry 
cannot be gained unless the reader first under- 
stands what the science of economics is all 
about. The science of economics is mainly 
concerned with those motives which affect 
man’s conduct in the business part of his life. 
It deals with man’s efforts to satisfy his wants 
in so far as these efforts and wants are meas- 
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urable in terms of wealth. The economist is 
trained in the use of appliances of organized 
analysis and general reasoning which aid him 
in drawing inferences from particular facts. 
Stripped of all its frills, the science of econom- 
ics merely enables common sense to go far- 
ther in analyzing difficult problems than 
would otherwise be the case. 

Broadly speaking, there are two main 
types of economists in private industry—the 
public-relations type, and the _ policy-con- 
tributing type. The first type is hired to 
speak and write on economic matters for pub- 
lic consumption, and may or may not be used to 
spar with economists in government before con- 
gressional committees. Economists of this type 
can contribute a great deal to public knowl- 
edge of how our system of free enterprise 
functions, providing, of course, that they are 
permitted to speak their own convictions. It 
is the role of the policy-contributing econo- 
mist, however, that will be discussed in this 


paper. 
Basic Functions 


What should be the functions of an econo- 
mist who is expected to contribute to com- 
pany policy decisions? The following list is 
not all-inclusive, but contains what the writer 
considers to be the primary functions: 

1. Forecasting general business conditions 
and the likely impact on the company of any 
expected changes. 

2. Forecasting prices that can be obtained 
for individual products over a specified per- 
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iod of time. For example, in the canning in- 
dustry we are called upon to estimate prices 
that can be obtained over an eighteen-month 
period. 

3. Wage policy. 

4. Short and long-term growth policy. 

5. Advising purchasing department on 
best time to buy, and desirable inventory 
position. 

6. Helping management increase its under- 
standing of what makes our economy tick in 


the short run, and what is necessary in the- 


long run in order that a progressively higher 
standard of living may be attained. 

7. Analyzing impact of company policy on 
the national economy. 

8. Studying what private business can do 
toward creating a more stable national econ- 
omy. 

These, then, are what might be called the 
major functions of a “policy-contributing” 
business economist. This article does not cov- 
er in detail just what is involved in the carry- 
ing out of these duties. Brief comments will 
be made, however, on the “appliances of or- 
ganized analysis” that the economist takes 
out of his tool kit in the performance of some 
of these functions. 


Forecasting General Business 
Conditions 


The record of business forecasters since the 
end of the war has made it clear to all busi- 
nessmen that there are no magical formulae 
for predicting changes in business conditions. 
No one has been able to develop an automatic 
forecasting device that will ring the bell every 
time. Foretelling the future of the economy is 
an art, not a science. 

If this is so, it is logical to inquire whether 
there is anything peculiar to an economist 
that makes him a better forecaster than the 
layman. In all modesty, there is. The econo- 
mist possesses certain statistical tools that aid 
him in making a forecast. Given these tools 
and a knowledge of the driving forces in our 
economy, he should be able, over a period of 
years, to come up with more accurate fore- 


jot MARCH, 1950 


casts than the layman. It is really a question 
of relative, not absolute, accuracy. 

As Jevons said, “A science teaches us to 
know and an art to do, and all the more per- 
fect sciences lead to the creation of corres- 
ponding useful arts. Astronomy is the founda- 
tion of the art of navigation . . .” 

It is perhaps permissible to say that econ- 
omics is the foundation of the art of forecast- 
ing changes in business conditions. 


Forecasting Product Prices 


What has been said concerning forecasting 
general business conditions applies in perhaps 
a lesser degree to forecasting the prices that 
can be obtained for a company’s products 
during some specified period of time. This is 
not the place for a detailed description of the 
mechanics of forecasting. Suffice it to say that 
the economist does have at hand certain statis- 


. tical tools—such as demand and price analy- 


ses—which enable him to measure with a fair 
degree of accuracy the separate effects on 
price of such factors as supply, general price 
level, consumer incomes, etc. These tools, 
however, have not as yet been developed to 
the point where all relevant price factors can 
be included in the mathematically derived 
formulae. Once having obtained the price 
estimate indicated by the formal statistical 
analysis, the economist has to make an in- 
formal judgment appraisal of the effects of 
the missing factors on price (these factors are 
“missing” in the sense that they could not be 
included in the mathematical analysis). 
More important than discussing the mech- 
anics of forecasting is the role the economist 
should play in price determination. The term 
“price determination” as used here does not 
imply that a firm necessarily “controls” the 
price at which a given quantity of a product 
will sell. It does imply that an initial price 
determination has to be made. The price 
actually obtained will differ from the initial 
price to the extent that the “boat was missed” 
in judging the effect on price of the interac- 
tion of the forces of supply and demand. — 
When the time comes to make an initial 
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price determination, or to revise an existing 
price for a product, the economist should go 
into seclusion, taking all available pertinent 
facts with him. He should not discuss price 
with anyone until he has made and submitted 
his recommendation to management. The rea- 
son for seclusion is that the economist is, or 
should be, expected to make a contribution to 
the problem of price determination that can- 
not be made by anyone eise in the company. 
He should have a different approach to the 
problem. It does not take an economist to 
make a price forecast based upon a perusal of 
trade journals. 

It should be obvious that the economist 
who operates in the above fashion will not 
come up with an analysis that has taken all 
relevant factors into consideration, and there 
is no reason why he should. Management, 
through its years of experience, will provide 
the rounding out of the economist’s analysis. 
Essentially, then, the economist should submit 
a formal analysis, and management should 
use this as a base from which to make the 
final price determination. 


Short and Long-Term Growth Policy 


The economist’s contribution to growth 
policy has to do in the short run with recom- 
mending the best time to expand, and in the 
long run with estimating the potential market 
for the company’s products. 

In attempting to estimate the long-term 
growth in demand that might be expected, 
the layman probably would study the histori- 
cal growth curves for the company and its 
industry and make some rather arbitrary pro- 
jections of these curves into the future. The 
economist will start out by studying these 
same curves, but he soon is using his kit of 
tools to get behind them and find out: (1) 
what the factors were that contributed to the 
growth, and (2) what part of total growth 
was attributable to each factor. Having made 
these determinations, the economist looks into 
the future and comes to some conclusion as to 
the likelihood of the same factors continuing 
to operate and the likely importance of each 





to total growth. He also has to consider 
whether any new factors may enter the pic- 
ture. 


Acquainting Management with the 
Science of Economics 


Helping management to increase its under- 
standing of what makes our economy tick in the 
short run, and what is necessary in the long 
run in order that a progressively higher stand- 
ard of living may be attained by the people 
of our country is an important part of the 
economist’s job. With our system of govern- 
ment under continuous attack by proponents 
of other systems, it is essential that business- 
men have a clearer understanding of what is 
required of an economic nature if we are to 
preserve that system. Also, the demands cur- 
rently being made for rewards to people who 
are not producing, make it mandatory that we 
maintain a high level of increasingly produc- 
tive employment for those who are able to 
work. How this can be accomplished is a tre- 
mendous problem that requires enlightened 
businessmen for its successful solution. 


Analyzing Impact of Company Policy 
on the Local and National Economy 


Business executives of all companies, large 
or small, should be aware of the impact that 
their policy decisions may have on the econ- 
omy of the community in which they operate, 
and on the national economy. Their policy 
decisions on wages, dividends, profit sharing, 
accumulation of reserves, and capital outlays 
are continually affecting the flow of purchas- 
ing power into the market. 

All companies sheuld have a clear idea as 
to the place they occupy in the local economy 
of which they are a part. They should deter- 
mine the pricing program required for main- 
taining stable, and if possible, expanding em- 
ployment. They should be aware of the long- 
run effects of various measures which may be 
taken to avoid the effects of competition. 
Large companies should study ways and 
means of maintaining competition in the true 
sense of the word in industries made up of 
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large-scale organizations of capital and labor. 
These latter two problems are among the 
most important economic problems facing in- 
dustry today. Professor Hayek in The Road 
to Serfdom dealt with their existence, but did 
not tell us how to solve them. 

It may be argued that the policy decisions 
of moderate and small size companies have 
little impact on the national economy. Taken 
individually, this is true, except in the case 
of firms operating in certain strategic indus- 
tries. Taken collectively, however, their policy 
decisions are felt throughout the economy, 
and if the executives in all of these companies 
were aware of the economic forces set in oper- 
ation by their actions, one cannot help but 
believe that our economic ship might have 
smoother sailing. Certainly, there cannot be 
any disagreement with this thesis when it is 
applied to the local community level. 


Studying What Business Can Do 
Toward Creating a More Stable 
National Economy 


One of our most pressing economic prob- 
lems today is to build more stability into our 
economy. The state of the world, being what 
it is, we can no longer permit extremely wide 
swings in the business cycle. Neither private 
industry alone nor government alone can 
reduce the swings in the business cycle to 
reasonable magnitudes. Industry and govern- 
ment working together should be able to do 
the job. 

A few of the major things that business can 
do to moderate the swings in the business cycle 
are given below: 

1. Evening the flow of capital expenditures. 

2. Adopting a dynamic price policy. This 
would include properly timed price reductions 
and a rapid passing on of the gains of technol- 
ogy. 

3. Avoidance of speculative inventory ac- 
cumulation. 

4. Attempting in so far as possible to stab- 
ilize sales through correct pricing, advertising 
and merchandising policies, and new products. 

Most businessmen, and apparently most 
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business economists, seem to believe that in- 
dividual companies can do very little toward 
moderating the ups and downs in the business 
cycle. The problem here is, of course, similar 
to that described in the preceding section. No 
one really knows the answer, however, because 
businessmen and their economists have not 
explored the problem to the necessary degree. 
Research to get at the answer should be given 
a high priority on the business economist’s 
list of projects. 


Economist’s Position in Organization 


A policy-contributing economist cannot 
make his maximum contribution to a company 
unless certain requirements are met as re- 
gards his position in the company organiza- 
tion. Some of the more important requirements 
are listed below: 

1. Since the economist’s function is one of 


_ Staff, not of line, he should be directly respon- 


sible to the president or executive vice-presi- 
dent. The economist’s work should not be 
compartmentized—it should flow through 
many departments. 

2. The economist should have close and 
frequent contacts with management in order 
that he may be aware of the problems to 
which his training can make a contribution. 

3. The economist should operate in a semi- 
ivory tower—in partial isolation. His contribu- 
tion to a specific problem should be something 
that the layman cannot supply. In order to 
insure that over the years his judgment does 
not become tainted by trade gossip, he should 
hold trade contacts to a minimum and talk to, 
rather than listen to, the company’s salesmen. 
Management will supply the “practical” 
viewpoint toward a particular problem. 

4. The economist should guard closely his 
intellectual honesty so that all members of 
management will respect his as an independ- 
ent opinion and not a mere reflection of the 
opinion of his superior. This rule should never 
be violated. If it is, the economist becomes 
merely a pawn in the hands of some member 
of management, and his usefulness as an 
economist is ended. 
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Two recent court decisions suggest a stricter 
judicial scrutiny of price discrimination 


New Life for the Robinson- 


Patman Act 





WO cases recently decided in federal dis- 
trict courts may be the forerunners of 
renewed interest in problems of price dis- 
crimination. In particular, they may suggest 
to small customers of large sellers a new way 
of combating handicaps due to the relatively 
high prices they must pay under many quan- 
tity discount plans and other forms of price 
discrimination. 

Each case involved the American Can Com- 
pany as defendant and a small canner as 
plaintiff.* In each case the principal complaint 
was that the American Can Company had 
violated the provisions of Section 2(a) of the 
Robinson-Patman Act by adhering to a quan- 
tity discount system under which the plain- 
tiffs had to pay list price while competitors 
received discounts as high as 5 per cent. Both 
actions were brought under a little-used pro- 
vision of the Clayton Act (to which the Robin- 
son-Patman Act was an amendment), namely, 
Section 4, under which a party injured by 
practices forbidden by the Act may bring suit 
in a federal court and secure judgment for 
three times the damages suffered. Both plain- 
tiffs were entirely successful, since in each case 
the judge ruled that the price discrimination 
complained of was unlawful. 

Prior to the passage of the Robinson- 





* Bruce’s Juices, Inc. v. American Can Company, 
U.S.D.C., Southern District of Florida, decided 
August 14, 1949 (C.C.H. Trade Regulation Service, 
Par. 62, 484); and Russellville Canning Company v. 
American Can Company, U.S.D.C., Western District 
of Arkansas, Civil No. 706 decided December 19, 1949. 
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Patman Act, the American Can Company had 
used a published discount scale for its small 
and medium-sized customers, but prices to 
large customers had been negotiated. Realiz- 
ing that this system was questionable under 
the provisions of the new law, the company 
cancelled all of its old contracts as of the day 
before the Act became effective, in June, 1936. 
A new discount system was then adopted as 
follows: 


Amount of Annual Purchases Discount 
0 a $ 500,000 none 

500,000 — 1,000,000 1% 
1,000,000 — 3,000,000 2% 
3,000,000 — 5,000,000 3% 
5,000,000 -- 7,000,000 4% 
7,000,000 and over 5% 


This discount system remained in effect until 
December 31, 1945, when a new discount sys- 
tem was adopted, which decreased the maxi- 
mum discount to 3 per cent, increased the 
number of discount classes, lowered to $50,000 
the annual sales to which any discount applied, 
and otherwise altered sales relations. 


Results of Discount System 


The 1936-1945 discount system permitted 
very few of American Can’s customers to 
participate. During most of its effective period 
only two customers received the maximum 
discount and more than 98 per cent of all 
customers never received any discount. One 
of the two plaintiffs got into the 1 per cent 
bracket during one year. This fact was, in the 
eyes of the courts, one of the most damaging 
aspects of the plan. 


Michigan Business Revi = 











Realizing that it might be called upon to 
defend the new discount plan, American Can 
instituted in 1937 a cost accounting system 
designed to determine whether or not savings 
in distribution costs justified the discounts 
offered. This cost accounting system was 
rather elaborate, as such systems are bound to 
be; and after it had been used for some five 
years it was abandoned. The company felt 
that its results demonstrated the legality of 
the discount system in terms of savings in 
serving large customers as compared to small 
customers. 

An interesting sidelight on this was the 
practice of the company to submit to a New 
York representative of the Federal Trade 
Commission the monthly and cumulative 
results of this special cost accounting system. 
The company’s assumption in doing this was 
that if the FTC felt that the cost figures did 
not indicate justification of the discount sys- 
tem, some notice to this effect would be given. 
Since no such reaction was ever received from 
the commission, the company felt safe in 
assuming that its pricing practices were above 
reproach. Neither judge, however, was im- 
pressed by this argument of good faith. 

Another discrimination complained of re- 
lated to the fact that American Can owned a 
plant next door to one of its customers to 
whom it gave a special allowance of 45 cents 
per thousand cans, based on cheapness of 
delivery, which was accomplished by a “run- 
way” instead of by packing the cans in trucks 
or cars. The defendant had no cost account- 
ing system specifically covering this operation, 
but presented figures intended to show that 
the savings realized by this delivery system 
were at least 45 cents per thousand. Both 
judges rejected these figures as inadequate. 
This feature of American Can’s business rela- 
tions was also attacked as being contrary to 
Section 2(e) of the Robinson-Patman Act, 
which forbids the furnishing of special facili- 
ties to buyers except “‘on proportionally equal 
terms.” Judge Miller, in the Russellville case, 
found that Section 2(e), as well as 2(a), was 
violated because of the price advantage 
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received by the customers served in this 
manner. 
The Basic Issues 

Although these cases will doubtless be 
appealed, so that the decisions in the district 
courts cannot be considered as final, a number 
of observations may be made with respect to 
the issues involved. 

The first is the fact that, as might have 
been anticipated, interest in the protection to 
competitive position afforded by the Robinson- 
Patman Act is experiencing a postwar boom. 
During and immediately following the war, 
business was good, margins were high, and 
buyers were happy to get what sellers were 
willing and able to sell, without inquiring too 
closely into the price or whether someone else 
might be getting a better price. More recently, 
with goods more plentiful, competition keener, 
and attention to costs more necessary, buyers 


_ are beginning to be more conscious of possible 


competitive disadvantages in the pricing 


_ policies of their suppliers. 


Another matter of much interest is the use 
of Section 4 of the Clayton Act to prosecute 
price discrimination cases. Prior to these 
cases all complaints under the Robinson- 
Patman Act had been referred to the Federal 
Trade Commission which, after due investiga- 
tion and hearings, has issued cease-and-desist 
orders, which have the effect of stopping the 
acts complained of, but furnish no financial 
redress to the injured parties. Section 4 pro- 
vides triple damages; and the success of the 
two plaintiffs in these cases may encourage 
others to follow the same path. 

These cases also bring out an interesting 
rule with respect to the measure of damages 
in cases of price discrimination. One might 
suppose that the damages would be measured 
by the difference between what the respective 
prices were and what would have been legal. 
This, however, would involve a determina- 
tion by the court of what would have been a 
lawful discrimination, if any, and no court 
could be expected to undertake such a burden. 
The measure of damages; therefore, is the 
entire amount of the discrimination. 








Proving Cost Differences 

Although Section 2 (a) permits the defend- 
ant in such cases to make a showing, if he 
can, that the discriminations are justified by 
“differences in the cost of . . . sale or delivery,” 
these cases demonstrate the extreme difficulty 
of preparing and presenting such evidence. It 
is difficult enough when the case is handled 
by the Federal Trade Commission, whose 
accountants are equal to the task of analyzing 
and appraising the complex cost accounting 
methods involved. It becomes infinitely more 
difficult before a judge or a jury whose famil- 
iarity with cost analysis techniques is limited, 
and who can be easily confused by conflicting 
statements of expert witnesses. 

In this connection, both judges seemed in- 
clined to believe that no cost accounting sys- 
tem for this purpose could be adequate unless 
it showed the specific costs of selling to each 
individual customer. American Can’s system 
showed costs by customer classes only. Com- 
plex and unsatisfying as cost analysis results 
are when dealing with customers in groups, 
they would be infinitely more complicated, 
as well as impossibly expensive, when applied 
to individual customers. 

A logical corollary of this insistence on 
proof of cost differences by individual custo- 
mers would be that it is not permissible to 
classify customers for purposes of applying a 
discount system. If it is not permissible to 
classify customers for cost justification pur- 
poses, it must be because no classification is 
permissible in setting up the discount plan. 
Decisions of the Federal Trade Commission 
in Robinson-Patman cases have not taken this 
extreme viewpoint, and its literal acceptance 
would seem to doom all quantity or volume 
discount plans, since the burden of rebuttal 
on an individual customer basis would be 
prohibitive. 

These two cases also exhibit the very great 
vulnerability of any discount system which 
does not permit substantial numbers of custo- 
mers to participate. Less than 2 per cent of 
American Can’s customers qualified for dis- 
counts during the periods involved. This was 
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felt by both judges to be strong evidence that 
the discount plan was unreasonable. 


Delivery Points 

Another apparent weakness of American 
Can’s discount policy was its application to 
aggregate sales to customers at all points of 
delivery, rather than to sales at individual 
locations. The fact that Bruce purchased more 
cans at Tampa than either California Packing 
Company or Stokeley at the same location 
seemed to Judge Barker important evidence 
that Bruce should have had at least as low a 
price as either of its (nationally) much larger 
competitors. 

American Can’s attempted cost justification 
was in large part based on the very proposi- 
tion that it cost less to sell to national custo- 
mers than to local customers since only one 
sales contract needed to be negotiated and 
signed, and because the size and financial 
resources of the large customers made much 
of the customer service provided for small 
customers unnecessary for the large customers. 
Whether it follows that the cost is the same 
for every delivery point at which large custo- 
mers are served would be a matter for demon- 
stration. 

The importance of the position that cost 
must be ascertained at each location is that it 
still further complicates the problem of 
justifying price differences by cost differences. 
If cost must be measured at each delivery 
point, as well as for each customer, it may 
well be concluded that the cost justification 
provision of the Robinson-Patman Act is 
meaningless for practical purposes. 


The Meaning of Competition 


An interesting aspect of both decisions is 
the stretching of the concept of competition. 
Bruce, for example, complained of the com- 
petitive advantage enjoyed by Morgan Pack- 
ing Company of Indianapolis. Bruce packed 
only citrus juices, while Morgan packed to- 
mato juice. American Can argued that they 
were therefore not in competition. Judge 
Barker, however, concluded that all fruit and 
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vegetable juices packed in cans are in com- 
petition with one another. The Russellville 
Canning Company packed only spinach, green 
beans, turnip and mustard greens. Morgan 
packed none of these, yet the decision in the 
case -accepted Morgan as a competitor of 
Russellville. The competition lay in the fact 
that Morgan’s corn, tomatoes, and other 
vegetables compete in the market for the 
housewife’s dollar. 

Another point, closely related, is the nature 
of the competitive disadvantage of the party 
who has to pay the higher price. Justice 
Jackson stated the case very simply in connec- 
tion with the Morton Salt Company case (334 
U.S. 37). “A fellow who has got to pay more, 
has got less left—less in profit, less to carry 
on the business.” This was quoted with 
approval by Judge Barker, who added, “Argu- 
ment to the contrary is but to say that a 
lower price is not beneficial.” 

It was once thought that to prove injury to 
competition it was necessary to show that the 
favored customer was enabled to sell his 
products at a lower figure than the party dis- 
criminated against. Russellville alleged, as a 
matter of fact, that some of its competitors 
were underselling it on spinach, and Bruce 
made similar allegations with respect to com- 
petition in grapefruit juice, but it is evident 
that no such proofs are necessary. The mere 
possession of more money to spend for any 
business purpose—advertising, packaging, raw 
material, or otherwise—is the essence of the 
competitive advantage which the Robinson- 
Patman Act seeks to prevent. 


The Disadvantage of Size 


Finally, these cases demonstrate the great 
handicap under which in such cases the very 
large litigant labors in contesting in court 
with the very small. American Can is a giant 
in the can industry and as compared with the 
plaintiffs. It sells roughly one-half of all cans 
used, and owns more than 50 per cent of all 
the machines used for closing tin cans. Both 
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plaintiffs, on the other hand, were small, local 
concerns, and this disparity in size impressed 
both judges. Judge Miller pointed out that 
“Congress, in amending the Clayton Act by 
the Robinson-Patman Act, gave emphasis to 
the protection of small business.” Judge 
Barker, likewise, stated that, “The legislative 
history of the Robinson-Patman Act makes it 
abundantly clear that Congress considered it 
to be an evil that a large buyer could secure 
a competitive advantage over a small buyer 
solely because of the large buyer’s purchasing 
ability.” 

In view of this interpretation of the intent 
of the Robinson-Patman Act, it behooves 
every large seller to watch his price policies 
with particular care. It is doubtless true that 
a small seller could be equally guilty of favor- 
ing large buyers and violating the Act, but 
the large seller is the easy target and is there- 


. fore well advised to consider all aspects of 


any quantity discount system, and particular- 
ly the extraordinary difficulties inherent in 
justifying any such system on a cost-savings 
basis. 





AUTOMOTIVE TAXES 


The American highway users paid out 
$3,442,211,000 in special automotive taxes 
on vehicles and fuel in 1948, according 
to figures compiled by the Automobile 
Manufacturers Association. This amount 
is $400 million more than was paid to 
federal and state governments in 1947, 
and more than double that paid by the 
highway users in 1939. Roughly, these 
taxes represent an average outlay of $84 
per vehicle. 

Included in the $3 billion plus figure 
was the highway user’s $1.2 billion in 
federal excise taxes, as well as the all- 
time high of $1.3 billion paid in state 
motor fuel taxes, and approximately 
$750 million paid for state registration 
fees and special motor carrier taxes. 














Michigan Business Indicators 





K.W.H. MILLIONS 


Wy ANT NV 


300 "A 








400 



































200 
V 
100 
ELECTRIC POWER CONSUMPTION 
( INDUSTRIAL ) 
‘ IN TEN MICHIGAN CITIES 
1945 1946 1947 1948 1949 1950 


POWER CONSUMPTION RISES SHARPLY-—January shows a new postwar high in electric 
power consumption in Michigan. The same tendency is apparent in aggregate power sales for the 


United States as a whole. 
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EMPLOYMENT STEADY AT THE TURN OF THE YEAR—Recovery from the effect of strikes 
in October and November carried employment over the two million level. The prospects for the 


spring are again clouded by industrial strife. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—January 
debits recovered to above the 1949 average. Shutdowns caused by the coal strike may reduce pay- 
rolls and cause a decline in debits for the first quarter. 
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UPPER PENINSULA BANK DEBITS CONTINUE LOW-—Lacking the stimulus of large in- 
dustrial payrolls no reversal of the declining trend is evident. 
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The value of research in the important subject of human 
relations in industry depends on successful utilization of the findings 


Putting Human Relations 
Research Findings to Work 





ESEARCH on problems of human rela- 

tions in industry differs from other types of 
research in a very important way. Usually it 
is not necessary for the executive who has 
ordered engineering research, for example, to 
have a comprehensive understanding of the 
findings to be able to make use of the results. 
All that he has to know is that the research 
has yielded a better method or a better 
product. The executive can then issue an 
order to substitute the new for the old. 

Findings from human relations research, 
however, cannot be handled this way. Changes 
in human relations in industry cannot be 
brought about by merely issuing an executive 
order. The results of human relations research 
and their implications must be thoroughly 
understood by top management—indeed by 
all levels of management—if these results are 
to be used to maximum advantage. 

The findings of this type of research must 
not only be understood at an intellectual level 
but they must be incorporated into the atti- 
tudes and the everyday acts of supervisors 
and managers. An ability to recall what makes 





This paper summarizes briefly some of the explora- 
tory work being done at the Survey Research Center 
on the problems of communicating research findings. 
The basic theory and the specific procedures on 
which this exploratory study has been done have 
been the product of the thinking of a number of 
persons both at the Center and in the company where 
the work was done. 

The work reported here is one of a number of 
studies which are a part of the Center’s long-range 
program of research in human relations in organiza- 
tion. This program is being supported both by indus- 
try and the Office of Naval Research. 
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for a high producing, high morale work group 
is not sufficient. If such findings are to be put 
to work in industrial situations, those respon- 
sible for the direction of the labors of others 
must be able to act, not just talk, consistently 
with the outcome of such research. 

Research in human relations, therefore, re- 
quires a dual approach. First, studies need to 
be made of the basic phenomena of human 
relations and organizational structure; and, 
second, research needs to be done on how the 
findings of such studies can be communicated 
so as to produce the required changes in atti- 
tudes and behavioral habits of those who 
must use the results. The necessity of doing 
research both on human relations and organ- 
izational structure and also on how to com- 
municate the results of such research has been 
recognized in the Survey Research Center’s 
long-range program of research in the field of 
human relations in group organization. 

This program has two distinct phases. The 
first consists of the discovery of the factors 
associated with a high level of group motiva- 
tion, productivity, and individual satisfaction 
in group situations. The second phase of the 
program calls for the translation of these 
findings into the everyday operation of 
organizations to test further the nature of the 
findings and to discover the most effective 
techniques for utilizing research findings. 

As a part of one study in this program an 
organization-wide analysis of employee and 
supervisory attitudes and opinions was made. 
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The main objectives of this study were: 

1. To determine the factors associated with 
the different dimensions of employee morale 

2. To determine the interrelationship be- 
tween the supervisory or managerial philoso- 
phies and the attitudes and behavior of sub- 
ordinates, and 

3. To study different techniques for trans- 
lating research findings into administrative 
action. 

This article summarizes some of our findings 
concerning this third objective. 


Comprehensive Participation in 
Making the Study 


From the very beginning of this study we 
endeavored to involve in the planning of the 
project all persons who would, many months 
later, have the responsibility for making ad- 
ministrative use of the survey findings. This 
was done in a number of different ways and 
with varying intensity at different levels with- 
in the organization. Since the top executives 
would have a greater voice in the way the 
findings were utilized than supervisors at in- 
termediate levels, more effort was devoted to 
involving top management than intermediate 
management. Some of the specific procedures 
used at this stage were: (a) individual con- 
ferences with members of top management to 
learn what they felt their major problems 
were, and (b) chains of conferences starting 
at the top of the organization and going on 
down to the employees, explaining the pur- 
poses of the study, answering any questions 
which might be raised about the whole project, 
and asking for suggestions as to what should 
be included in the study. Throughout the 
whole project—during the planning, collec- 
tion, and analysis-interpretation phases— 
steps were taken to keep company personnel 
informed as to what was happennig and 
what would be happening next. 

On many research projects a real effort is 
made at the outset to secure widespread par- 
ticipation. The need for clearly defining the 
specific objectives of the study frequently 
accomplishes this indirectly. More often than 


W MARCH, 1950 


not, however, as the study progresses, less and 
less attention is paid to participation. Efforts 
at joint consideration usually cease by the 
time the study reaches the analysis-interpre- 
tation phase. Instead of allowing this to hap- 
pen we attempted to keep employees and 
supervisors at all levels—and especially top 
management—not only involved, but we have 
increased the involvement in the analysis- 
interpretation phase as much as possible. 
We have not, for example, written any re- 
ports containing a set of recommendations 
based on our analysis of the data alone. We 
have recognized that company executives and 
supervisors at all levels possess knowledge of 
the company’s operation which must be 
focused on the data if the most adequate 
interpretation is to be obtained. Our pro- 
cedure has been to present the data showing 
the attitudes of employees and the practices 
of supervisors and to ask the men concerned 


- with each set of data to help us study these 


data and to interpret them with us. We, of 
course, did not wait to look at the data until 
we sat down with company personnel, but 
also studied them carefully ourselves in ad- 
vance as a guide to our thinking in these 
meetings. 


Presenting the Data 


The specific process by which the total 
structure of the organization—from top 
management down to the employee—became 
involved in the analysis of the survey findings 
developed in the following way. 

As the initial data for the organization as 
a whole became available, members of the 
Survey Research Center and members of the 
company’s personnel staff met to review the 
over-all figures and to plan in general what 
first steps might be taken to get the find- 
ings of the survey back into the company 
and used. The members of this group agreed 
that if the data were to be used it would have 
to be done by the line—not the staff—organi- 
zation and that data should not be introduced 
into the middle of the structure but at the 
top. 
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The data for the company as a whole and 
for a few major departments were then pre- 
sented to and discussed with the two top line 
officers of the company, the president and the 
executive vice-president. These men were 
asked to heip interpret the data and to help 
plan a program for a gradual introduction of 
the survey findings into the company. At this 
meeting—after a lengthy discussion about the 
tentative meaning of the data and the possible 
next steps—it was agreed that a series of 
meetings should be held to present to groups 
of officers the survey findings for their depart- 
ments. It was also agreed that these meetings 
with officers should include the president and 
executive vice-president, the major executives 
whose data were being presented and dis- 
cussed, and representatives from the Survey 
Research Center and the company’s personnel 
department. 

When these meetings were held, the data 
presented provided a comparison between the 
attitudes of the employees in like departments 
and in the company as a whole. This informa- 
tion was shown on large charts which com- 
pared the attitudes of all employees in the 
company on forty attitudinal items relating to 
their work situations with the attitudes of the 
employees in the specific departments for 
which the major executives attending the 
meeting were responsible. 


Joint Analysis and Planning 


In these meetings the executives were asked 
to help us interpret the data and to decide 
what further analyses of the data should be 
made to help them in formulating plans for 
constructive administrative actions. They par- 
ticipated not only in exploring the meaning of 
the data but also in planning the next steps 
for the introduction of the over-all findings to 
the next lower level of management. Through 
these group discussions it was usually decided 
that the results for each major executive group 
and the data for each department within each 
executive group should be taken to the depart- 
ment heads for further joint planning and 
analysis. 





Before these group meetings with the 
department heads under a particular executive 
were held, one or two planning sessions were 
held with each major executive. In these 
planning sessions, tentative objectives of the 
meetings were considered, and technical ques- 
tions concerning the procedures used in the 
collection and processing of the data were 
discussed so that the executive could handle 
all but the most detailed technical questions 
concerning the data. The objective of these 
planning meetings was to equip the line per- 
son who was calling the meeting, to handle 
his meeting without any assistance from the 
staff of the Survey Research Center or the 
personnel staff of the company. 

The executive then met with his depart- 
ment heads to discuss the survey findings 
which were analyzed by departments. The 
same general joint analyzing and planning 
session was then gone through by this group. 

In subsequent meetings each department 
head held meetings with his division heads. 
This process has been repeated right on down 
to the first-line supervisor and in many 
instances to the employees in his work group. 

Our experiences in these meetings—over 
one-hundred of them—have suggested some 
points which we believe are important for 
securing maximum acceptance and utilization 
of results of human relations research in any 
operating organization. Some of the major 
points which are emerging are: 


1. A High Degree of Personal Involvement is 
Important to the Changing of Attitudes 
and Behavior 


Personal involvement decreases the barriers 
to the utilization of such findings; it increases 
the probability that the results will be under- 
stood and emotionally accepted, and finally it 
yields positive drive to do something about 
the results. 

A high degree of personal involvement in the 
analysis and interpretation was obtained in 
part through having each supervisor who was 
engaged in any managerial or supervisory 
activity participate in two kinds of meetings. 
First, there were one or more meetings in 
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which he participated as a subordinate with 
his associates and under the leadership of his 
chief; and secondly, there were one or more 
meetings where he participated as the chief 
of his group and conducted the meeting with 
his own immediate subordinates. This latter 
responsibility gave him familiarity with the 
techniques used in the collection of the data, 
the over-all results for his own group, and a 
good understanding of the data. 

In many instances, as supervisors partici- 
pated in the analysis, they gained simultane- 
ously a new awareness of the problems of 
interpersonal relations, an understanding of 
how to improve them, and a feeling of respon- 
sibility for initiating constructive action to 
solve such problems. Persons at all levels of 
management were asked to help analyze the 
data. Their knowledge of company operations 
made them experts whose help was necessary 
to interpret the data adequately. This action 
also made the interpretations which emerged, 
theirs, and not solely those of the Survey 
Research Center. 

2. Attitude and Behavior Changes Can Be 


Made Best Through Line, Not Staff 
Personnel 


Our data showed how different persons in 
the organization perceived the power positions 
of other persons in the line and staff. 

As a rule, the locus of power tended to be 
in the /ine organization. Moreover, the people 
at the top of each organizational unit were 
found to exercise more influence on the 
organization than any other persons within it. 
For these reasons, the series of meetings were 
started at the top of the line organization and 
worked down. 

We found that in those departments where 
the people at the top took a genuine interest 
in the findings and fully assumed respon- 
sibility for exploring them, that the data were 
discussed constructively and used more fre- 
quently for working out action steps. If the 
immediate line supervisor evidenced a concern 
about developing a better understanding of 
human relations problems, so did his sub- 
ordinates. By taking an interest in the factors 
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affecting the morale of the non-supervisory 
employees, higher levels of line management 
changed the orientation of their lower-level 
supervisors toward human relations problems. 
It is important to mention that these 
sequences of meetings moved at different rates 
and developed in different ways in different 
departments. The flexibility of the general 
procedure wes such that it could be geared 
into the operating and interpersonal relations 
problems which varied from department to 
department. We found that each supervisor 
in analyzing the data with his own group gave 
special emphasis to three or four specific 
points which seemed the most crucial to the 
problems that his group was facing. We also 
found that these groups did not dwell at 
length on those aspects of the survey findings 
which indicated where they were doing a good 
job, but rather quickly after taking account 
of their assets moved to a consideration of 
their problems. 
3. Self Analysis is More Likely To Be Followed 


By Attitude and Behavior Changes Than if 
the Analysis is Made By An Outsider 


In the series of meetings we described, no 
expert told the group what the data meant or 
what their problems were. The interpretations 
were worked out by the members of the group 
themselves with the Survey Research Center 
representative there to answer technical ques- 
tions which the group leader could not answer, 
and to answer questions on what additional 
tabulations could be prepared if needed. Prior 
to the meeting, members of the Center’s staff 
always studied the data that were to be dis- 
cussed. At times Center staff members would 
ask questions about the data to help focus 
attention or stimulate interest. 

By taking this role the Survey Research 
Center representative side-stepped many 
rationalizations and protective procedures 
that individuals and groups use when any 
real evaluation of the individual person or the 
organization in which an individual is deeply 
involved is suggested. One important outcome 
of this analysis of the data by the group itself 
was that the group paced itself in the speed 
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with which it considered the different aspects 
of the findings. Group analysis also determined 
the degree to which the group was willing to 
face up to the implications of the data in any 
one meeting. These two factors were 
important in that they tended to reduce the 
number of times that the group members 
were not yet prepared to understand or ready 
to accept certain findings as facts. 

As you would expect, the survey results 
were occasionally quite different from what 
the group had expected. When this occurred 
we found it was necessary to proceed very 
cautiously—preferably letting the individuals 
who were surprised set the tempo. Insistence 
that the data were accurate, which is an im- 
plicit demand that the other individual make 
an immediate redefinition of the situation, 
would only serve to increase the emotional 
resistance and the amount of time ultimately 
required to get the findings first accepted and 
then utilized. In situations such as these, we 
found it best to give the individual ways to 
save. face—let him explore all of the different 
possible meanings which the findings might be 
assumed to have—before going ahead. One of 
the more important things that an outsider 
can effectively do here is to provide the 
individual with the motivation to re-examine 
the way he has seen things in the past to see 
if there are not other interpretations to what 
he had felt he was seeing and piecing together 
in a pattern which satisfied him. 


4. Group Discussions and Decisions on Next 
Steps Are Important in Facilitating 
Attitude and Behavior Changes 


We found that the group situation seemed 
to be important for several reasons: 

a. Through the group discussions, the find- 
ings could be examined in a broader perspec- 
tive because the group brought to the findings 
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experience that was richer and more varied 
than that of any one individual. Thus, group 
discussions, by allowing the pooling and 
exchange of the wider range of experience, 
provided many supervisors with new and 
improved ways of viewing and solving their 
problems. 

b. Through group discussions, some of the 
less frequently recognized and often implicit 
group objectives and group standards became 
apparent. Important redefinitions of the group 
objectives also occurred in this process. 

c. Group discussions also helped super- 
visors—especially the new group members in 
organizational families—to learn what was 
expected of them by the group concerning 
their relationship with subordinates, associ- 
ates, and their own chief. 

d. Group decisions concerning the next 
steps often seemed to put important forces 
on each member to carry out the decisions 
agreed to by the group. 

It is important to note that in many 
instances these groups were considering prob- 
lems of interpersonal and intergroup relations 
which had been disturbed for some time and 
which were emotionally loaded. Problems 
which had been avoided because they were 
extremely difficult, were frequently brought 
out into the open by data. The objective im- 
partiality of the findings helped the members 
of the group to approach these problems in a 
constructive problem-solving orientation. Or- 
ganizational families, therefore, through this 
body of quantitative evidence were provided 
with a chance to assess their long and short 
suits in human relations skills. Employees’ 
attitudes and feelings came to be facts, not 
things to be disregarded because they ap- 
peared to be too difficult to handle or did not 
clamor for immediate attention. 
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at a high level 


Past wars, the current “cold war,” and group 
pressures are keeping federal expenditures 


Is a Balanced Budget Possible? 





O American should fail to examine a sum- 
mary of the federal budget for the fiscal 
year 1951—July 1, 1950 to June 30, 1951. He 
then would begin to appreciate how tremen- 
dously costly the past war’s expenses con- 
tinue to be and the “cold war’s” expenses are 
fast becoming. The continuing cost of the last 
war is revealed in the fact that the interest on 
the public debt was $941 million in 1939 and 
is estimated to be $5,625 million in 1951. Most 
of this item is really a “war” expenditure. 
Veterans’ services and benefits required ex- 
penditures of $559 million in 1939 and under 
existing statutory policies will cost over $6 
billion in fiscal year 1951. 

The attempt to remedy economic diseases 
created in large part by the last war and to 
prosecute the non-military phases of the cold 
war will take most of the $4,711 million 
budgeted for international affairs and finance. 
(This is a billion dollars less than the esti- 
mated expenditure for this purpose for the 
present fiscal year.) This contrasts sharply 
with $19 million in 1939. And largest of all— 
national defense is budgeted for $13,545 
million in comparison to $1,077 million in 
1939. 


Budget Expenditures: The “Big Four” 


These four items (national defense, veter- 
ans’ services and benefits, interest on the pub- 
lic debt, and international affairs and finance) 
constitute 71 per cent of the new budget’s 
expenditures, as against only 29 per cent of 
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the 1939 budget. Careful attention must there- 
fore be given to getting our money’s worth 
for the expenditures in these major aggre- 
gates. 


COMPARISON OF I1939 AND 1951 


BUDGET EXPENDITURES 


In Billions of Dollars 
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Fortunately, the man who supervises ex- 
penditures for national defense, Secretary of 
Defense Johnson, is starting an intelligent and 
courageous program to get the same amount 
of total defense at great savings to the nation. 
Even more encouraging is the fact that his 
efforts, no matter what may be thought of his 
somewhat undiplomatic methods, have already 
produced substantial results. Some 147,000 
civilians who were not fulfilling absolutely 
necessary functions have been removed from 
service department payrolls. A drastic reduc- 
tion of army posts, navy yards, and air sta- 
tions is being made. These numerous installa- 
tions, which have “scattered the gravy 
around” in various geographical areas, have 
been much more costly to operate than con- 
solidated defense establishments. 

These economy measures will succeed if the 
prominent exponents of economy in Congress 
will give them their support. So far, with few 
exceptions, these representatives of the people 
have announced that they will fight to keep 
their districts’ defense posts at all costs and 
thus have contradicted their demands for 
paying less for what we get in total defense. 
Also the expensive parallel systems of com- 
munications are being abolished, and the ex- 
orbitant expenses of flying time for air officers 
are being curtailed. 

Another hopeful sign in the movement to 
pay less for what we get in the “big four” ex- 
penditures was President Truman’s withhold- 
ing of an authorization of $306 million which 
Congress had voted for additional veterans’ 
hospitals. This came as a result of the Hoover 
Commission’s revelation of overexpansion in 
veterans’ hospitals which could be used only 
by making beds available to non-service 
connected cases. The President used his 
powers to reserve these additional funds even 
though they had been authorized by Congress. 
His action was in accordance with a thor- 
oughly sound principle that appropriations 
and contract authorizations are congression- 
ally-set maxima but not orders to obligate up 
to the full amount authorized. When Congress 
was asked to rescind this authorization, the 
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so-called “economy bloc” disappeared from 
sight. 

Another encouraging sign is that the Veter- 
ans Administration is asking for authority to 
challenge the many new schools which are 
supposedly engaged in occupational training. 
Veterans’ readjustment benefits have not 
tapered off as anticipated, and studies have 
revealed that one of the main causes is high 
enrollment of veterans in “training” schools 
which are designed to tap the ‘GI Bill” bene- 
fits. These readjustment benefits are in effect 
open-end expenditures. That is, under the 
basic legislation the Veterans Administration 
is morally committed to pay benefits to all 
veterans who make themselves eligible. As a 
result, in this current year, Congress will have 
to vote a supplemental appropriation of $711 
million in order to meet the commitments that 
exceed the appropriated amount. Reductions 
here can be made only by changes in the basic 
legislation setting up the program. So far 
Congress has shown little inclination to support 
the Veterans Administration’s recommendation 
to tighten several loopholes in this open-end 
obligation. 

In the field of international relations and 
finance the 1951 budget reveals an estimated 
decrease of $1.3 billion. This involves a 25 
per cent cut in all Marshall Plan funds in the 
next fiscal year. Getting our money’s worth 
in this field depends on the ability of Mr. 
Hoffman and his staff to distribute the credits 
in such a way as to foster recovery among our 
allies in the “cold war.” 


Budget Receipts 


On the receipts side, the budget estimates 
for 1951 are forecast on the basis of existing 
tax legislation. The big items here are direct 
taxes on individuals ($17.3 billion) and on 
corporations ($10.1 billion). Excise taxes are 
a third source—estimated to bring in $7.6 
billion. Total budget receipts have declined 
from $42.2 billion in 1948 to an estimated $37.3 
billion in 1951. The main reason for this 
decline is the reduction in tax rates enacted in 
1948. 
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Recently the President has recommended 
that Congress revise the tax laws to reduce 
some excise taxes which are alleged to hamper 
business and to alter the corporate tax pro- 
visons. These changes, he has stated, should 
be made only as part of a single package 
which should include increases in gift and 
estate taxes, elimination of various exemp- 
tions, and provision for greater enforcement 
of tax collection. Undoubtedly large increases 
in revenue could be produced by removing the 
exemptions applying to insurance companies, 
by eliminating the abuses of investment 
trusts, by altering the depreciation provisions 
applicable to the income from oil separation, 
and by extensive enforcement of the individual 
income tax. Provided that most of these 
recommendations are approved by Congress 
as a single package, the total receipts picture 
in fiscal year 1951 is not likely to be greatly 
changed. In the end, whether the estimated 
total receipts will be realized will depend on 
the fortitude of congressmen in an election 
year. 


How to Recognize Phony Savings 


Because the economy drive in Congress bids 
fair to be so popular in this election year, the 
use of fake and trick devices that have been 
traditionally used to fool the public will be 
tempting. Whether or not these devices are 
used depends on the ability of the American 
taxpayer to recognize them for what they are. 

Contract authorizations are made in appro- 
priations acts, but they do not affect the 
budget expenditures total. They are authority 
to obligate federal funds which must ther be 
covered in a subsequent appropriation. The 
1951 budget contains $3,362 million ($1,000 
million is in the Department of Defense) in 
such new contract authorizations, a decrease 
of $1,572 million from the anticipated total 
of this current year. In past years, obligations 
have been incurred through the use of contract 
authorizations so that in the present budget 
$4,513 million must be appropriated to liqui- 
date them. An example of such a contract 
authorization was that for building the 70- 
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group Air Force. This contract authorization 
was not used by the President, but Congress 
would have been obligated to provide the 
appropriations if he had. 

A second unsound device employed by 
unreal economizers is to start a new costly 
project with a small appropriation. Then 
when the project is started, it is obviously 
uneconomical to stop it. This is a technique 
employed by the Corps of Engineers in river 
and harbor work and by the Department of 
the Interior for water resources development 
projects. 

A third device is to authorize expenditure 
from public debt receipts. Again this expendi- 
ture is not reflected as a budget expenditure 
and is not even voted on by the appropria- 
tions committees. A glaring example of this 
was the enactment last year of the provision 
for a governmental secondary mortgage mar- 


ket through the Federal National Mortgage 


Association to be financed out of the public 
debt accounts. Within one year nearly $1 
billion has thus been employed. 

A fourth device is the setting of extremely 
low tentative estimates on the open-end com- 
mitments of the federal government under 
existing legislation. For example, Congress 
reduced the appropriation for veterans’ read- 
justment benefits last year by $400 million 
and claimed it as a saving. But because of 
the open-end character of the function, Con- 
gress will shortly have to restore this “cut” 
and add $300 million to it. Of course the 
“economy,” meanwhile, helped Congress claim 
a lower budget than the President’s. An even 
more spurious cut of $800 million was made 
in the Treasury’s estimate of the amount 
needed to refund overpaid taxes. This again 
was a highly touted “saving” which proved 
to be non-existent. 

A fifth device is relatively unimportant in 
volume but can be used to confuse the picture 
in specific appropriations. This is the device of 
reappropriating the unobligated amounts in 
the current year’s appropriation. Otherwise, 
these amounts would return to the Treasury 
and reduce net spending. 
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Across-the-Board Cuts Are Pointless 

The ill-fated attempt by certain members 
of the last Congress to attach a proviso to 
appropriation acts to the effect that the 
President was to cut a certain percentage off 
each appropriation is indicative of political 
deceit and misrepresentation. In the first 
place, the President has already (or could be 
given) the authority to hold expenditures be- 
low appropriations where this is possible. But 
a blanket slash runs into the large appropria- 
tions of the open-end type where the enabling 
legislation allows the President no chance to 
effect a saving. 

The President has no legal way to cut down 
expenditures for agricultural price supports, 
veterans’ readjustment benefits, secondary 
mortgage assumption, refunds on overpaid 
taxes, and postal deficits. Only Congress could 
reduce these expenditures by changing the 
laws requiring these mandatory payments. 
Furthermore, since some appropriations are 
highly debatable and wasteful while others 
are not possible of reduction without jettison- 
ing a whole program, equal across-the-board 
cuts constitute an impracticable, if not im- 
possible, undertaking. 


Use of Capital Account Items 

The federal budget has traditionally ignored 
the differences between capital expenditures 
(which will eventually be compensated for by 
a return on investment) and current expenses 
of an unrecoverable kind. Thus the taxpayer 
must bear in one fiscal year, the cost of loans 
or improvements which is actually to be met 
from a second source later. These capital 
items include cash loans on agricultural com- 
modities which are in effect collateral for the 
loans. In the same category are reclamation 
projects and well-secured loans of many kinds 
which eventually pay for themselves. No 
business would try to charge off capital invest- 
ments in a single year. Because capital items 
are not separated out of the current expense 
budget, many self-liquidating projects fail to 
be developed because they would throw an 
annual budget too much out of balance. 
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The Hoover Commission pointed out this 
fallacy in federal budgeting; and in response, 
the Bureau of the Budget has begun to 
work toward this change. In the 1951 budget 
appears a special analysis of investment, 
operating, and other budget expenditures. 
However, recognition must be given to the 
problem that many of the government pro- 
grams are not and should not be on a 100 per 
cent recoverable basis. Nor do many of the 
assets created lend themselves to classifica- 
tion as federal government assets. For 
example, a multipurpose valley development 
would contribute to the total national 
resources but should hardly be paid for ex- 
clusively from power sales. Thus the classifi- 
cations of items cannot be made wholly on 
the basis of their financial recoverability. 

Expenditures such as the grants to states 
for highways, are not expected to be specifi- 
cally recovered by future repayments to the 
Treasury. They are for the purpose of increas- 
ing the productivity of the economy. There is 
also the problem of atomic energy plants that 
are invaluable assets but are not yet of a self- 
liquidating nature. Hence, the government 
cannot adopt strictly business concepts of 
budgeting. 

A major change in governmental account 
keeping would be necessary to establish any 
kind of capital budgeting. Inclusion in the 
budget document of this analysis of expendi- 
ture by character is indicative that steps are 
being taken in this direction, and Congress 
may soon be faced with the assignment of 
authorizing implementation of these Hoover 
Commission proposals, so that capital items 
do not confuse the current expense budget of 
the national government. 


New Developments in Budget 
Preparation 


The Bureau of the Budget has conscien- 
tiously made great headway in reshaping the 
budget document in accordance with the 
Hoover Commission’s recommendations for 
the establishment of a “performance budget.” 
By this term is meant a budget broken down 
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by meaningful programs and subordinate ac- 
tivities so that a check can be run against an 
agency’s performance under these breakdowns. 
This has been accomplished in_ several 
agencies—notably the Bureau of Reclama- 
tion—by reducing the number of its appro- 
priations from over a hundred to seven. 

A new accounting system is in preparation 
which will allow cost records to be kept in 
each agency on an activity basis. This 
accounting information will then be usable for 
management needs and also for budget pro- 
gramming. Both of these moves will re- 
quire congressional approval. The Bureau’s 
new program of management improvement 
throughout the government was carefully tied 
in with budget preparation by requiring each 
agency’s Management Improvement State- 
ment and its Legislative Program to be sub- 
mitted along with its budget estimates. Man- 
agement improvement by the spending agen- 
cies is the correct way to eliminate waste and 
inefficiency. 

The budget document has been greatly im- 
proved by the inclusion of a narrative state- 
ment before each appropriation and its com- 
ponent activities, and the exclusion of the de- 
tailed statements of personal services which 
used to serve to divert attention from program 
expenses to the matter of the number of em- 
ployees engaged in any particular bureau. In 
all, the new format provides Congress and the 
public with a true picture of the costs of the 
various federal projects so that appropria- 
tions can be made in an informed fashion. 
For the Executive Branch, the new structure 
of the budget will facilitate management and 
control. 


The Nonpartisan Way to Balance 
the Budget 


Political courage on the part of the con- 
gressmen and the President coupled with a 
knowledge of the facts on the part of a na- 
tionally-minded electorate would do much to 
insure a balanced budget in 1951. Further- 
more, a balanced budget does not necessarily 
mean that our bipartisan foreign policy, na- 
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tional defense, and our programs for economic 
and social welfare need be sacrificed at all. 
The latter programs have failed to keep pace 
in the general increase of federal spending. 
While war-related expenditures have been in- 
creased eleven fold as compared with 1939, 
the expenditures for all the remaining non- 
war related programs (in which social wel- 
fare activities are included) have only doubled. 
Viewed from the standpoint of the national 
income, these nonwar related programs are 
estimated to take 5.3 per cent of the national 
income in 1951, while they took 9.1 per cent 
in 1939, 

The nonpartisan objective is to prevent an 
increase in the public debt in a year of com- 
parative prosperity and to do this without 
jeopardizing the programs of making America 
strong both at home and abroad. The under- 
taking requires, first, a clear recognition that 


the budget cannot be balanced by asserting 


that the President could bring about a balance 
if he would only eliminate “duplication and 
waste” and discharge superfluous government 
employees. The Hoover Commission which 
has shown the way in this regard was the 
first to point out that the President’s hands 
are tied to a very large extent. Before any 
substantial savings are possible, Congress has 
to change many laws which foster “red tape” 
as a by-product and which prevent both the 
President and Congress from managing 
agencies which have gotten out of hand. 
Because of the expanded role which our 
federal government plays in the national 
economy, its programs have become extremely 
important for many business operations, many 
special categories of citizens, and many sec- 
tions of the country. These affected parties 
have organized into effective pressure groups 
to keep the government spigots running freely 
in their direction. None of these groups stops 
to figure the total fiscal effect of all these 
many-sided subsidies and supports. Congress- 
men fear to cut subsidies because these pres- 
sure groups are capable of staging a political 
uproar, which would take the form of wild 
claims that economic distress will follow any 
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curtailment of the open-spigot policy affecting 
them. 

Many of the ways in which real savings 
could be brought about require revison of 
enabling statutes in order for appropriations 
cuts to take place. Each of them hits squarely 
into the hornets’ nest of a pressure group. 
Here are some of them: reduce maritime and 
other transportation subsidies; merge the 
army engineers and the Bureau of Reclama- 
tion in the Department of Interior; slash the 
“pork-barrel” item of rivers-and-harbors pro- 
jects by slowing down the rate of construc- 
tion; raise the postal rates and free postal 
receipts of the air mail subsidy; have Con- 
gress change the agricultural price support 
laws to eliminate surplus crops, raised chiefly 
for sale to the government, and ignore the cry 
of “regimentation” that would immediately 
follow; rewrite the veterans’ training, hospital, 
and other laws so that the Veterans Adminis- 
tration can limit benefits to legitimate cases; 
slow down on federal grants to states for high- 
way purposes; provide that trust funds (vet- 





erans’ insurance, railway retirement, and old 
age and survivors’ insurance) pay for their 
administrative costs and cease getting general 
taxpayers’ money as interest from the Treas- 
ury; change the hiring and firing system of 
the government as the Hoover Commission 
recommended; cut payrolls and reduce vaca- 
tion schedules of federal employees; reduce 
the mortgage assumption powers of the RFC 
subsidiary; and on the tax side, bring properly 
into the income tax laws oil and mining in- 
terests, insurance companies, and investment 
trusts, and increase the tax-collecting force in 
order to lessen tax evasion. 

Almost all of these proposals are loaded 
with political dynamite. But the reason we 
have representatives who, because of political 
pressures do nothing about real budget- 
balancing while they continue to voice econ- 
omy slogans, is that the average citizen has 
not effectively demanded honest-to-goodness 
budget-balancing. If the public insists on a 
balanced budget, our representatives will do 
the job. 





retirement funds. 


combination of these factors. 


expenses. 





CONSUMERS SAVINGS 


One out of every three consumer spending units in the United States spent in excess 
of their incomes in 1948, according to the Federal Reserve Board’s 1949 Survey of Con- 
sumer Finances conducted by the Survey Research Center of the University of Michigan. 

Two-thirds of the consumer spending units saved more than they earned in 1948, to 
the extent of approximately $24 billion. The most common forms of savings were in 
life insurance premiums, U.S. government bonds, savings and checking accounts, pay- 
ments on home mortgages, improvements and additions to homes, and payments to 


The nonsavers in 1948 spent $12 billion more than they earned, which was done 
principally by the greater use of credit and installment buying. As in earlier surveys, 
it was found that most of the spending units which spent in excess of their incomes 
were not in low income groups and did not have unbalanced budgets solely because of 
higher living expense. About three out of four in this group reported purchases of 
major durable goods (automobiles, furniture, television sets, or household appliances), 
declines in income, emergencies such as illness which require large expenditures, or a 


The “spending unit,” as defined in this survey, includes all persons living in the same 
dwelling and belonging to the same family who pool their incomes to meet major 








26 


Michigan Business Kevih wv 























An analysis of the growth of total and per capita 
income payments in the United States and in this 
state, their composition, and current trends 


Michigan Income Payments 





OTAL income payments* to residents of 
Michigan in 1948 were $9,223,000,000, 
which represents an increase of 7 per cent over 
1947. This figure is three times the income 
payments to Michigan residents in the prewar 
year, 1939, and more than five times the low 
reported in 1933. Total income payments to 
individuals in the nation were $206,011,000,- 
000 in 1948 with 4.8 per cent of that amount 
being received in Michigan. 

Per capita income payments in Michigan 
have not increased as rapidly as the total in- 
come payments, due to the increasing popula- 
tion in this state; but in 1948, the per capita 
income was $1,484, an increase of 4 per cent 
over 1947 and 2.5 times that in 1939. Michi- 
gan per capita income has exceeded the na- 
tional average in every year but one for the 
twenty-year period for which comparable data 
are available. In 1948, the per capita income 
in Michigan was 5 per cent above the national 
average of $1,410. 

Income from manufacturing payrolls was 
by far the most important source of Michigan 
income in 1948, accounting for 39.6 per cent 
of the total. The significance of manufactur- 











* Unless otherwise noted, the data used in the charts 
and text of this article are the estimates of the 
National Income Division, U.S. Department of 
Commerce, as published in the August, 1949, and 
earlier issues of the Survey of Current Business. 
“Income payments to individuals,” as estimated by 
the Department of Commerce comprise receipts in 
the form of (1) wages and salaries (2) proprietors’ 
net income from unincorporated business, including 
farms (3) dividends, interest, and net rents and 
royalties (4) “other” payments, chiefly governmental 
transfer payments such as social security benefits, 
public assistance payments, and payments to veterans 
and their dependents. 
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ing payrolls as a source of income in Michi- 
gan is demonstrated by the fact that it ac- 
counts for a larger percentage of total income 
payments in Michigan than in any other state, 
and is nearly double the national average of 
22.4 per cent of total income. Agricultural 
income represented only 5 per cent of total 
personal income in Michigan during 1948, 


-which is only one-half the percentage derived 


from that source in the nation as a whole. 

Wages and salaries are the predominate 
type of payment in Michigan, with 73 per 
cent of the total being distributed in this 
manner. 


Total Income Payments 


Income payments to individuals in Michi- 
gan, like the nation, were of record dollar 
volume in 1948 as the economy attained vir- 
tually full employment of resources, and 
prices reached a postwar high. On a nation- 
wide basis, incomes received by individuals 
increased 9 per cent from 1947 to 1948, 
reaching the total of $206 billion. Michigan 
personal incomes climbed 7 per cent during 
this same time to reach $9,223 million, which 
represents 4.48 per cent of the total U.S. per- 
sonal income payments. 

Income payments in the United States and 
Michigan are shown in the accompanying 
chart for the years 1929-1948. The vertical 
scales denote percentage changes, as well as 
dollar amounts. For example, an increase in 
United States payments from $60 billion to 
$90 billion (an increase of 50 per cent) raises 
the curve by exactly the same distance as an 
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increase from $40 billion to $60 billion in 
national payments, or an increase from $4 
billion to $6 billion in Michigan payments. 
Thus, the rates of change in the state and 
the nation may be compared by the relative 
slope of the lines between any two years. 
The curves depicting total income payments 
in Michigan and the United States exhibit 
roughly the same pattern of movement 
through the twenty-year period. The nation- 
wide scope of basic causes of income changes, 
the relative freedom with which labor, capital, 
and finished goods move across state lines, and 
the high degree of interdependence arising 
from geographical specialization and trade, 
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are powerful forces making for uniformity in 
the general pattern of income payments in all 
forty-eight states. 

However, within the general pattern of 
similarity between Michigan and the nation 
as a whole, there are significant differences. 
As between the United States and Michigan, 
at least two types of variance may be noted. 
First, it may be seen that during periods of 
declining personal income, the incomes in 
Michigan declined at a faster rate, and to 
relatively lower levels, than did the nation as 
a whole. This is evidenced by the steeper : 
downward slope in the Michigan income | 
curve, as compared with the curve depicting | 
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income payments in the nation. The national 
payments declined 44 per cent from 1929 to 
1933, as compared with a drop of 54 per cent 
in Michigan. Also the national income pay- 
ments dropped 8.6 per cent in 1938, while 
Michigan payments dropped 17 per cent. 

As general economic conditions improved, 
the rate of increase in state income payments 
was also higher than in the nation, at least 
through 1943, Thus, during the past twenty 
years, the cyclical decline and rise of Michi- 
gan income payments were sharper than in 
the nation as a whole. 


Causes of Michigan Fluctuations 


The sharper fluctuation in Michigan may, 
to a large extent, be explained by the great 
importance that manufacturing payrolls play 
in the income payments to citizens of this 
state. The level of operations in the automo- 
bile industry, including the many suppliers, 
undoubtedly exerts a greater influence upon 
the income payments to Michigan residents 
than any other single industry, and to some 
degree, accounts for the sharper rise and fall 
of incomes in Michigan as compared with the 
nation. The very nature of the automobile, 
involving a large capital outlay for most 
families, and a purchase which may be de- 
layed, naturally results in fluctuation of sales 
volume and, hence, in production and in total 
income payments to individuals. 

The growth of personal income in Michi- 
gan from 1941 to 1944 is explained by the 
production of armaments in which the state’s 
industries played a major role. Likewise, the 
dip in 1945 was due to the war-industry con- 
traction and the reconversion activities which 
took place at that time. 

Secondly, it may be observed that Michi- 
gan’s income payments are somewhat less 
stable, from year to year, than payments in 
the nation as a whole. 

To some extent, the greater stability of 
payments in the nation is simply the result 
of adding together the payments of forty-eight 
separate states and the District of Columbia. In 
the process, minor fluctuations, peculiar to a 
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state or region, are frequently offset by opposite 
movements in other states. And even if not 
offset, the changes which are important in a 
single state assume minor significance in the 
national aggregate. 

However, when compared with some in- 
dividual states, Michigan’s income payments 
are relatively unstable. To a large degree, the 
short-run, year-to-year instability of income 
payments in Michigan, as well as the sharper 
downswings lasting several years of the cycle, 
are attributable to marked fluctuations in 
industrial production and employment. 

The relationship of state and national in- 
come payments is further illustrated where 
income payments in Michigan are expressed 
as percentages of the national total. If pay- 
ments in the state maintained a constant re- 
lationship to those in the country as a whole, 
the plotted curve would appear as a horizontal 
straight line. The actual curve diverges most 


noticeably from a constant relationship during 


the depression years and during the war, again 
exhibiting the fluctuations of income payments 
in Michigan as industrial activity varies. 

This chart also exemplifies an increasing 
percentage of total national income going to 
Michigan residents during the twenty-year 
period. Population increases, however, have 
resulted in a wider distribution of the total 
income payments in Michigan. 

Per Capita Income Payments 

Per capita income payments in Michigan, 

computed by dividing total income payments 
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by the estimated population as of July 1, each 
year, show roughly the same pattern as total 
income payments. For the state, per capita 
income payments rose from $1,425 in 1947, 
to $1,484 in 1948, an increase of 4 per cent. 
The average per capita income payment in 
the nation was $1,410 in 1948. The 1948 per 
capita income in Michigan is 2.5 times the 
figure in 1939, which is indicative of the in- 
creasing money income during the war period. 

Michigan, like the majority of industrial 
states, has had higher per capita income pay- 
ments than the national average nearly every 
year between 1929 and 1948. The only year 
that per capita income in Michigan was below 
the national average was during the worst year 
of the depression in 1933. During the war 
years, per capita income in Michigan was well 
above the national average, reaching a peak 
in 1943 when it was better than a fifth greater 
than the national average. 

The relatively high capital investment per 
worker in Michigan industries to some degree 


accounts for the higher personal income in 


Michigan. The high levels of employment, 
high wage scales, and considerable overtime 
during the war years, kept incomes at a high 
level in Michigan. 

The per capita income payments in Michi- 
gan have shown no definite long-range tend- 
ency to change relative to the nation, except 
during the war years. Per capita income pay- 
ments in Michigan were nearly the same per- 
centage of the national average in 1948 as in 
1929. 


Composition of Income Payments 
in Michigan 

The predominant position of manufacturing 
in Michigan’s economy is evidenced by the 
fact that almost 40 per cent of total income 
was derived from this source in 1948, a larger 
per cent dependence than any other state 
during this period. Although the percentage 
of income derived from industrial payrolls 
was high in 1948, due to the high level of in- 
dustrial activity, the state has obtained 
roughly one-third of its total income from 
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industrial payrolls for the past two decades, 
It may also be noted that manufacturing pay- 
rolls comprise only a part of the total income 
payments arising from manufacturing. Divi- 
dends, interest, rents, royalties, and a small 
amount of entrepreneurial income having 
their origin in manufacturing are included in 
“all other income.” 

Agricultural income in Michigan repre- 
sented only one-half the importance it had in 
the national income in 1948. This was the 
year of bumper crops and high prices, which 
caused a marked increase in income in the 
agricultural states. 

The percentages of Michigan’s income de- 
rived from government payments, and trade 
and service incomes, do not differ sharply 
from the national average. In 1948, the 
slightly greater importance of government 
payments in the nation is attributable, in 
part, to the payment of bonuses to veterans 
in several states. Michigan paid this bonus in 
1947, 

In general, the composition of income pay- 
ments in Michigan has undergone a gradual 
change in the twenty-year period. Manu- 
facturing income has been assuming greater 
importance, especially during the war years, 
and agricultural income, diminishing import- 
ance. 

Michigan residents typically draw a larger 
percentage of their income in the form of 
wages and salaries than is the case in the na- 
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tion as a whole. This reflects the predominate 
role of industry in the state’s economy, as in- 
comes arising from mining and manufacturing 
are received in the form of wage and salary 
payments to a much larger extent than in the 
case of agriculture. Thus, in Michigan, a 
larger than national average per cent of in- 
come is received in the form of explicit pay- 
ments to labor. 


Current Income Trends 


Estimates of income payments for Michigan 
and the nation are not as yet available for 
1949, but certain trends do exist which are 
worthy of consideration. In the nation, per- 
sonal incomes were slightly lower in the first 
three quarters of 1949 as postwar shortages 


came to an end and production was cut back 
in many fields. 

The record breaking production of auto- 
mobiles and the relative freedom from strikes 
in 1949 indicate that Michigan income pay- 
ments continued to rise in 1949. Moderate 
wage increases and the continued high level 
of employment probably indicate that Michi- 
gan residents received a larger percentage of 
the total national income in 1949 than in 1948. 

The picture in Michigan during 1950 will 
depend upon the ability of Michigan indus- 
tries to maintain full employment, with free- 
dom from strikes. The dependence upon wages 
and salaries as a source of income in Michigan 
will make this state particularly vulnerable 
if a recession should set in. 
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1929-1948 
Total Income PR: 

(Millions of Michigan Per Capita et 
rcentage Income percentage 

Year Dollars) ~ 9 of US. 
US. MICHIGAN US. MICHIGAN Average 
1929 $ 82,617 $3,543 4.29 $ 680 $ 745 109.6 
1930 73,325 2,940 4.01 596 608 102.0 
1931 61,971 2,413 3.89 500 503 100.6 
1932 47,432 1,816 3.83 380 382 100.5 
1933 46,273 1,641 3.55 368 348 94.6 
1934 53,038 2,131 4.02 420 455 108.3 
1935 58,558 2,469 4.22 460 524 113.9 
1936 68,000 2,926 4.30 531 606 114.1 
1937 72,211 3,257 4.51 561 659 117.5 
1938 66,045 2,705 4.10 509 535 105.1 
1939 70,601 3,054 4.33 539 591 109.6 
1940 75,852 3,425 4.52 575 649 112.9 
1941 92,269 4,271 4.63 693 801 115.6 
1942 117,196 5,526 4.72 876 1,036 118.3 
1943 141,831 6,924 4.88 1,059 1,286 121.4 
1944 153,305 7,259 4.73 1,161 1,352 116.5 
1945 157,190 6,902 4.39 1,192 1,274 106.9 
1946 171,548 7,481 4.36 1,215 1,272 104.7 
1947 189,212 8,646 4.57 1,319 1,425 108.0 
1948 206,011 9,223 4.48 1,410 1,484 105.2 

Source: Survey of Current Business, August 1949 
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BUSINESS BRIEFS 


THE FEDERAL BUDGET IN BRIEF 


The United States Bureau of the Budget 
has just published a 44-page booklet to meet 
the frequently expressed need of many groups 
and individuals for a brief summary in non- 
technical terms of the basic facts as to where 
the government’s money comes from and 
where it is spent. 

Summary receipts and expenditures are ex- 
plained and shown graphically in easily under- 
stood charts for 1939, 1948, and 1949, as 
compared with 1950 and 1951 estimates, the 
latter of which were included in the Presi- 
dent’s recent message to Congress. Among 
other sections are: national defense, veterans’ 
services and benefits, social welfare, health 
and security, interest on the public debt, and 
labor. 

This booklet is available by mail or in per- 
son from the Commerce Department’s Michi- 
gan office at 1038 Federal Building, Detroit 
26, for twenty cents per copy. 





* * * 


INDUSTRIAL ACCIDENTS: 
ON THE DOWNGRADE 





Injury rates in manufacturing dropped to a 
new low last year as there were only about 
14.1 disabling injuries for every man-hour 
worked. The fourth quarter was by far the 
safest three-month period American manu- 
facturing has ever known, with or.ly 12.8 dis- 
abling injuries per million man-hours worked. 

This accident rate is a sharp reduction from 
the 17.2 figure in 1948 and the 18.8 rate of 
1947. Last year’s improved rate betters the 
previous low of 14.9 in 1939 and actually 
continues the pronounced downward trend 
which began in the early 1930’s. The rate 
went up under the abnormal conditions of 
the war; then it started down again three 
years ago. 
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GAIN IN BUSINESS POPULATION 





The number of business firms in the United — 
States has increased 30 per cent in the five. 


year period between 1944 and 1949, according 
to the U.S. Department of Commerce. The 
business population was estimated to be just 
under four million units in early 1949, 
Almost half the postwar increase in the 
number of United States business enterprises 
has been concentrated in the South and Far 
West, with the Far West increasing by 56 per 
cent, the Southwest by 46 per cent, and the 
Southeast by 43 per cent. Florida, with a 70 
per cent rise in the period, led the states in 
business growth. Arizona was second with 67 
per cent, and California third with 59 per 
cent. Michigan was below the national aver- 
age with a 24 per cent increase in business 
population, but above the low state, Illinois, 
which registered an increase of 12.2 per cent. 
The department’s figures, however, showed 
that the phenomenal growth of business num- 
bers in the South and West has leveled off. 
The rate of new business formation in the 
three leading areas during 1948 was consider- 
ably below 1944, while other regions’ entrance 
rates were about equal to the 1944 levels. 


* * * 


YOUNG FOLKS DESERT THE FARM 





The Census Bureau has reported that young 
folks born on farms are moving into cities at 
a rapid rate. A sample survey indicates there 
are only 87 persons under 25 years of age 
living on farms now for every 100 of that age 
group in 1940, the date of the last complete 
census. During the same nine year period, 
the number of people aged 45 and over in 
rural areas remained about the same. 

During the past eight years total farm popu- 
lation declined nearly 10 per cent, almost all 


of which took place among those under 25 } ~ 


years of age. 
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